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1. Consolidating Budgets – CPAs often have a need to consolidate data such as: 
 

 Months 

 Departments 

 Locations 

 Warehouses 

 Sale Representatives 

 
In this section we will explore four consolidation methods - two methods for consolidating 
data that is similar, and two more methods for consolidating data that is dissimilar. These 
four methods are as follows: 

 
1. Using simple formulas to consolidate similar data. 
2. Using spearing formulas to consolidate similar data. 
3. Using the “Data Consolidate Command” to consolidate dissimilar similar data. 
4. Using the “PivotTable Wizard” to consolidate dissimilar similar data. 

 
1. Using Simple Formulas To Consolidate Similar Data - The workbook below contains 

identical budgets for Departments A, B, C and D. The goal is to consolidate these four 
budgets into one consolidated budget. 

  

 
 

 CTRL + Drag Tab – Select worksheet labeled “Dept D”. Use the CTRL + Drag Tab keystroke 
combination to create a duplicate worksheet of Dept D. 

 Clean – Clean the new worksheet by deleting the data in the grid area. 
 Relabel – Change the worksheet labels in Cells A1 and on the worksheet tab to read 

“consolidated”. 
 Formula – In cell C5, enter a formula adding the C5 cells in the four budget sheets. The 

formula should look like this: 
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='Dept A'!C5+'Dept B'!C5+'Dept C'!C5+'Dept D'!C5 

 

 Copy – Copy the formula down and across the grid area, and you are done. 
 

2. Using Spearing Formulas To Consolidate Similar Data - The workbook below contains 
identical budgets for Departments A, B, C and D. The goal is to consolidate these 
four budgets into one consolidated budget. 

  

 
 

 CTRL + Drag Tab – Select worksheet labeled “Dept D”. Use the CTRL + Drag Tab keystroke 
combination to create a duplicate worksheet of Dept D. 

 
 Clean – Clean the new worksheet by deleting the data in the grid area. 
 
 Relabel – Change the worksheet labels in Cells A1 and on the worksheet tab to read 

“consolidated”. 
 

 Formula – In cell C5, enter a spearing formula that adds cell C5 cells in the four budget 
sheets. The formula should look like this: 

 
=SUM('Dept A:Dept D'!C5) 

 
I use the mouse to accomplish this step. Start by typing “=SUM(“, then click on cell C5 in 
Dept A, hold the shift key down, and click cell C5 in Dept D.  

 

 Copy – Copy the formula down and across the grid area, and you are done. 
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3. Using the “Data Consolidate Command” To Consolidate Dissimilar Similar Data - The 
workbook below contains dis-similar budgets for Departments A, B, C and D. In other words, 
each worksheet contains some different row descriptions and more or less rows than the 
other worksheets. The goal is to consolidate these four budgets. 

  

 
 

 New Worksheet – Insert a new worksheet. 
 

 Label – Label the new worksheet in Cells A1 and on the worksheet tab to read 
“Consolidated”. 
 

 Select Cell – Select a blank cell such as B5.  
 

 Data, Consolidate – Select Data, Consolidate to display the Consolidate dialog box as 
shown below. Make sure to click the Cell Choose button, then highlight the data only on 
Dept A, click “Enter”, and then click “Add”. Repeat this process for Dept B, C and D. 
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Click the check boxes to use Labels in the “Top Row” and “Left Column”.   
 

 Finish – Click OK to produce the results 
 

 Add Totals - Highlight your data and expand the selection to include a blank bottom 
row and blank right column. Click the AutoSum tool, add formatting and you are done. 

 

 
 

Comments: 
 

 Row Descriptions - Note that the consolidation works only to the extent that the 
different worksheets contain the same row descriptions. Had you department heads 
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used the descriptions Rent, Rent EXP, and Rent Expense, then those rows would not 
actually consolidate but would be shown as three separate rows on the resulting 
consolidation report. 

 

 Account Numbers – As an option, you might insert account numbers to the left of the 
row descriptions to consolidate dissimilar information which contains dis-similar row 
descriptions.  
 

 To Update – To Update the results, place your cursor in the upper left hand corner of 
the Consolidation range, and rerun the Consolidate command. If the resulting report 
is a different size, you will need to add totals or clean up left behind data.  
 

 Consolidate Different Workbooks – Excel can also consolidate data from different 
workbooks. The procedure is exactly the same except that you use the Browse button 
instead of the Cell Chooser button to point to your data ranges.  

 

 
4. Using The “PivotTable Wizard” To Consolidate Dissimilar Similar Data - The workbook below 

contains dis-similar budgets for Departments A, B, C and D. In other words, each worksheet 
contains some different row descriptions and more or less rows than the other worksheets. 
The goal is to consolidate these four budgets. 

  

 
 

 New Worksheet – Insert a new worksheet. 
 

 Label – Label the new worksheet in Cells A1 and on the worksheet tab to read 
“Consolidated”. 
 

 Select Cell – Select a blank cell such as B5.  
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 PivotTable Wizard – In Excel 2007 and excel 2010, you must first customize your Quick 
Access Toolbar and insert the icon titled PivotTable and PivotChart Wizard as shown 
below. This is a hidden tool in Excel 2007 and cannot be used unless you first add it to 
your Quick Access Tool bar. (The Insert PivotTable command in Excel 2007 does not allow 
you to select multiple consolidation ranges).  

 

 
 

 PivotTable – Click the PivotTable and PivotChart Wizard icon to display the PivotTable and 
PivotChart Wizard dialog box as shown below. Choose multiple Consolidation ranges and 
click Next, and Next again. The dialog box on the right should now be displayed. 

 

   
 

Click the Cell Chooser button, then highlight the data only on Dept A, click “Enter”, and 
then click “Add”. Repeat this process for Dept B, C and D. 

 
 Finish – Click “FINISH” to produce the results. 

 

 Add Formatting - Highlight your data and add formatting, then you are done. 
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Comments: 
 

The PivotTable approach is superior to the Data Consolidate approach for many reasons 
as follows: 
 

i. Totals are automatic inserted. 
ii. AutoFilter buttons are automatic inserted. 

iii. If the source data changes, simply click refresh to update. 
iv. The resulting PivotTable is drillable. 
v. The resulting PivotTable can be pivoted. 

vi. The PivotTable report offers many PivotTable tools such as PivotTable formatting 
which Data Consolidate does not offer. 
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Using Regression to Create Budgets  
 
Excel provides the ability to extrapolate data from your accounting system to produce budgets, 
projections or forecasts using the least squares method of linear regression. The process is 
extremely easy as illustrated in the following example. 
 

A Quick Example:  
 
In this example I have exported the income statements for the past six years from my QuickBooks 
accounting system. The next step is to highlight these five columns (from 2009 through 2013 as 
shown below), and drag the Fill Handle to project 2014 beginning budget values. (Please note 
that in this example I have selected the entire columns and the Fill Handle is shown in the upper 
right hand corner of the selected range.) 
 

 
Using the Fill Handle to Create a Budget for 2014 based on Five Years of Actual Data 

 

Why Does This Work?  
 
But why does this work? How can a simple drag of a mouse create a sophisticated budget? To 
better understand the underlying workings of this concept, let’s start with a more simplified 
example using simple regression. 
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Simple Regression Example: 
 
In the screen below we start with three columns of data for the months of January, February and 
March.  

 
Start with Three Simple Columns of Data 

 
Simply highlight the three columns and drag the Fill Handle out an additional three columns. The 
result is that Excel fills in new columns for April, May and June – including column headings, 
column totals and forecast data, as pictured below.  

 

 
The Fill Handle Uses Regression to Project April, May and June 

 

Explaining Regression: 
 
So where does this new data come from? The answer is that Excel uses linear regression to 
produce this data.  Excel evaluates the data for January, February, and March on a row by row 
basis, and uses this information to project the subsequent variables. To help you better 
understand this concept, here is how regression works from a visual perspective:  
 

1. Once again, a simple example using Excel’s Fill handle. The 8 month’s of data yields a projected 
value of 5,967. 
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2. This time we use the same data, but instead of using the Fill handle, we use the SLOPE and 
INTERCEPT functions to solve for month 9’s projected value. 
 

 
 
As you can see above, the slope and intercept functions produce the exact same result as does 
dragging the Fill Handle, thus proving that the math used by Excel is accurate. 
 

Yet another way to produce the same results is to use the FORECAST function, as follows: 
 

 
 

As you can see in this above example, the FORECAST function also produces the same result as 
the Fill Handle and the SLOPE & INTERCEPT calculations. 

 

All three of these forecast calculations, which produce the same identical values, can be viewed 
visually by creating a Scatter Chart, and then applying a Trendline, as follows: 
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The dotted trend line above is based on linear regression as described in the preceding 
paragraphs. To forecast future values, Excel simply extends this trend line, and then uses the 
intervals of the original data to plot future values, as suggested by the red dotted arrows below. 

 

 
 

Now watch what happens when we base the trendline on logarithmic regression instead of linear 
regression. In the chart below, we see that the trendline is now curving slightly.  

 

 
 

Non-Linear Regression: 
 

Excel provides 5 forms of non-linear regression (as shown in the Trendline Options box in the 
image above) – Exponential, Logarithmic, Polynomial, Power and Moving Average. Collectively, 
these 5 Trendline options are based on different forms of non-linear regression, which is 
explained in detail on this Wikipedia page http://en.wikipedia.org/wiki/Nonlinear_regression. 
The Wikipedia’s explanation is very complicated, but to simplify: non-linear calculations weight 
the data points differently based on their position on the trendline (with linear regression all data 
points are weighted the same). Some mathematicians and CPAs maintain that non-linear 
methods produce more accurate results as more recent data points tend to be more relevant to 
producing a trend than older data points. 
 
You can calculate forecast values in Excel using the Exponential form of regression by using the 
GROWTH function, as follows. 
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Notice that the projected value for month 9 is 5,995.86 using Exponential regression, which in 
this example which is 29.22 higher than the projected value based on linear regression. 
 
The simplest way to forecast values using Exponential regression is to drag the Fill Handle while 
holding down the right mouse button, then selecting Growth from the popup menu as pictured 
below. 
 

 
 

This action will fill in the 9th month with a forecast value based on exponential regression instead 
of linear regression. 
 

LINEST and TREND Functions 
 
Although not used in this case study, you should be aware that Excel provides two additional 
forecasting functions - LINEST and TREND. These functions basically forecast values using linear 
regression exactly like the FORECAST function. The FORECAST and TREND functions are simpler 
to use than LINEST, but the advantage of the LINEST function is that it can also be used as an 
Array function to fill in values for a large range of data. Presented below is a simple example of 
the LINEST function. 
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Data Analysis ToolPak 
 
To use the LINEST function most efficiently, you should first load Excel’s Analysis ToolPak, as 
follows. From the File tab, select Options, Add-Ins. In the Manage box, select Excel Add-ins, then 
click Go. In the Add-Ins dialog box, select the Analysis ToolPak check box, and then click OK. The 
Data Analysis ToolPak will then appear in your Data Ribbon.  
 

 
 
The Data Analysis ToolPak’s Regression analysis tool uses the LINEST function to perform more 
complicated regression analysis which includes controlling the confidence levels and calculating 
and plotting residuals. The screenshot below shows an example of the Analysis ToolPak’s 
Regression tool along (shown in the dialog box) and an example of the output generated by this 
tool beginning in column H. As you can see the output is very complicated, but the resulting 
output can then be used to fine tune various regression calculations.  
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Closer inspection of the ToolPak’s regression tool reveals options for setting the Constant to 
Zero, adjusting the Confidence Level, and utilizing a combination of Residuals, Standardized 
Residuals, Residual Plots, Line Fit Plots, and Normal Probability Plots.  
 

 
 
These detailed aspects of regression are beyond the scope for our particular budgeting purposes, 
but following are links for those that wish to delve further: 
 

1. The 2002 report Using Dummy Variables in Regression by Hun Myoung Park of Indiana 
University (www.iuj.ac.jp/faculty/kucc625/documents/dummy.pdf is a good place to 
start for educating yourself about these variables. 
 

2. This Wikipedia page titled Errors and residuals in statistics goes further in depth into 
residuals. (http://en.wikipedia.org/wiki/Errors_and_residuals_in_statistics) 
 

3. A 6-page Duke University report walking you through an example for using the Data 
Analysis ToolPak’s Regression tool is available here (http://tinyurl.com/cueqap2). 

 

Shortcomings with the Data Analysis ToolPak’s Regression Tool: 
 
To be fair, I should point out that Excel’s ToolPak Regression tool has a number of shortcomings, 
including: 
 

1. Missing Functionality – Other regression tools offer hierarchical regression and case weighting, 
but Excel’s tool does not.  
 

2. Inadequate Diagnostic Charts - Several common diagnostic charts are not included in Excel (for 
example, scatterplot charts, residuals against predicted values, and normality plot of the 
residuals.) Charting typically goes hand-in-hand with forecasting to help visualize the results. 

   
3. No Standardized Coefficients – Without a standardized coefficient, it may be difficult to interpret 

your results.   
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4. Inadequate Diagnostic Statistics – The lack of collinearity diagnostics makes it more difficult to 

understand the forecast data model, although Excel’s PEARSON, RSQAURE and SKEW functions 
could be used to aide in understanding.  

 
Two More Statistical Measures 
 
Two other Excel functions that might also be useful for analyzing the suitability of data for 
regression include KURTOSIS and SKEW, which both measure the symmetry of data along a bell 
curve. For example, data that is perfectly symmetrical will yield a SKEW score of 0 (zero). The 
closer a data’s SKEW is to zero, the less suitable that data is for regression, because the data’s 
trend is considered unreliable, be it trending upwards or downwards. The KURTOSIS works 
similarly, although it’s scoring is different as it is designed to measure multiple peaks, whereas 
the SKEW measures a single Peak. 
 

Alternatives To Regression 
 
If data is found to be inadequate for regression calculations, then other forecasting methods will 
be necessary. For example, you might: 
 

1. Inflation Forecasting - Forecast future amounts based on prior year amounts inflated for inflation, 
increases in the consumer price index, or some other inflation factor. 
 

2. Percentage Forecasting - Forecast future amounts as a percentage of another line item, such as 
sales or payroll. For example, Cost of Goods Sold (COGS) might be forecast as 45% of forecast 
Sales since historically, COGS does approximate that percentage amount. Or you might forecast 
Fringe Benefits as 15% of Payroll since historically, Fringe Benefits do approximate that 
percentage amount. 
 

3. Best Guess Forecasting - You might come up with another forecast amount based on discussions 
with department heads. For example, the training budget might be forecast  much higher than 
regression, inflation, or percentage methods because you know that since the new version of 
Windows 8 and Office 2013 will be implemented, a significantly higher than normal amount of  
training will be needed to bring everyone up to speed on those products. 

   

Detailed Budget Example Using Regression 
 
Starting with Dynamics GP 
 
Now that we’ve discussed the various concepts related to regression, you are now ready to see 
it in action. In this example, we will start by exporting 4 years’ worth of income statement data 
from Dynamics GP to Microsoft Excel (virtually every accounting system on the planet enables 
users to complete this step). In Dynamics GP, we start by printing a 36-month income statement 
to the screen (as pictured below) and exporting it to Excel. 
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Next in Excel, Regression Creates the Initial Budget  
 
Once in Excel, to create the initial budget, select the 36 columns with numeric data, then left click 
and drag the “Fill Handle” out twelve additional columns to create the 2014 budget, as suggested 
below. 
 

  
 

The result is that Excel uses linear regression analysis to predict the future values. Keep in mind 
that this is just an initial starting point.  
 

Budget Totals 
 
Now that we have generated regression amounts, and overwritten those amounts where we 
have more accurate numbers and also those where regression is not suitable, we continue by 
totaling the 12 months to produce the annual 2014 budget amounts, as pictured below. 
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The purpose of totaling the annual budget is so we can adjust the monthly budget for seasonality, 
as discussed below. 
 

Adjusting for Seasonality 
 
Annual budget amounts are not very useful because they do not allow you to compare actual to 
budgeted results on a monthly basis – you must produce monthly budget amounts. However, 
simply dividing an annual budget by 12 to produce monthly amounts is not good enough because 
many line items are typically seasonal.  For example, actual revenue may be twice as high in some 
months compared to other months, but comparing these seasonal sales amounts to a non-
seasonal budget is virtually meaningless because you can’t tell whether you are on target, off 
target, or by how much. Therefore, it is difficult to determine whether corrective measures are 
needed on a month to month basis. 
 
Seasonal budgets make a big difference. I believe one of the primary reasons companies fail to 
properly analyze their budgets to actuals throughout the year is because their budgets are not 
seasonal to begin with, and therefore such comparisons are virtually meaningless.  
 
To add seasonality to your budget; simply spread the annual amount of each budget line item 
across the 12 months based on the ratio of last’s year’s monthly amounts compared to last year’s 
annual amount, as follows. 
 
Start by creating column headings for the seasonal budget, as pictured below. 
 

  
 
Next, enter a formula using last year’s January value (as of January 2013) as a the numerator and 
the SUM of all of 2013’s values as the denominator, and then multiplied times the 2014 annual 
budget amount (=AD6/SUM($AD6:$AO6)*$BB6), as pictured below. 
 

 
 

Notice in this formula I have used dollar signs to anchor the column references so that I may copy 
the formula down and across to complete the seasonality adjustments. 
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Rounding & Formatting 
 
It is rather senseless to produce budgets with pennies, or even dollars; I recommend rounding 
the results by editing the seasonality formula. Edit the seasonality formula adding the ROUND 
function in front of the formula and “-2” to the end of the formula to round to the nearest 
hundredths, as pictured. 
 

 
 
Now recopy this revised formula (overwriting the previous seasonally adjusted budget data) to 
update the budget. 
 

 
 
Finally, select a formatted column (such as column BA in this example) and click the Format 
Painter tool; then highlight the twelve months budget to apply the formatting, as suggested 
below. 
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Always Use Your Better Numbers When You Have Them 
 
(This should be obvious to all, but I will say it anyway…) Of course some budget line items should 
never be forecast using regression or other forecasting methods because they are known 
amounts. For example, regression may suggest that rent expense might be $236,433.12 for 
January 2014, but since I have signed a lease agreement, I know that rent expense will be exactly  
$220,000 for January 2014, so that is the amount I will use. The same goes for known line items 
such as depreciation expense, web-hosting expenses, interest payments on outstanding loans, 
and any other contractually known obligations. You would always use these more accurate 
numbers instead of regression’s projected numbers. 
 

Regression Warning  
 
Regression only works when the underlying data follows a consistent trend. If revenue has grown 
steadily for the past six years, then regression will likely project a reasonable value for year seven. 
However if revenue has jumped all over the board for the past six years, then regression will likely 
give you a worthless projection for year seven.  
 

For example, consider that in the past five years gasoline prices jumped from $1.60 
per gallon to more than $4.00 per gallon. If you use regression to predict gasoline 
prices for future years based on this prior increase, regression will likely predict 
gasoline prices in the $10.00+ per gallon range – but let’s hope that such a 
prediction would be inaccurate – right?  

 

Critical Key Point to Understand 
 
The key point is that regression represents a starting point for many of the budget line items, but 
not all budget line items. In all probability, a combination of forecasting methods will need to be 
applied depending on each particular line item – regression should not be relied upon for all 
forecast data.   

 
Back to the Budget - Overwrite Those Line Items Where You Have Better Numbers 
 
Once we have completed this process, we then insert better numbers on those line items where 
we have better budget amounts. For example, the current lease agreement will provide the most 
accurate amount to use for rent expense. We would use our depreciation schedule to provide 
the most accurate amounts for depreciation expense. For interest expense, we would look to the 
loan amortization schedule to prove these numbers (and so on). However for those numbers 
where you have no better basis to use for budget preparation purposes, why not use linear 
regression analysis to provide the answer? 
 
To accomplish this task, it is best to use the split screen tool to split the screen into four areas so 
you can easily see the row descriptions and column headings for the corresponding budget line 

http://www.carltoncollins.com/


www.CarltonCollins.com  

Copyright October 28, 2013 – J. Carlton Collins  Page 22 

items you are working with. (Excel 2013 no longer provides split screen tools on the scroll bars 
as did Excel 2003, 2007 and 2010 – you must click the Split Screen tool icon on the View tab and 
then adjust the splits by dragging them). Now scroll each line item and ask yourself if you have a 
more accurate basis for forecasting that line item, and if so, insert those more accurate values. 
For example, I have inserted new depreciation values (highlighted in grey) in the screenshot 
below. 

 

 
 
Back to the Budget - Document Your Budget Values 
 
For each line item you change, you should document the basis for that budget line item with an 
Excel comment, (or some other method such as an adjacent in-cell comment). For example, in 
the screenshot below, I have inserted Comments next to each account description indicating the 
line item’s forecasting basis. Comments are indicated by small red triangles in the upper right 
corner of a cell and the comment is displayed whenever you hover over the red tick mark with 
your mouse. 
 

 
 

To print comments, select Page Setup from the Page Layout tab, and on the Sheet tab select At 
end of the sheet from the Comments dropdown box, as pictured on the left below. Note that 
the comments do not show up in Print Preview, but they do appear as a printed page at the end 
of your print out; an example of which is pictured on the right below.  
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Testing Data’s Suitability for Regression Calculations 
 
Therefore, you should always visit each line item in the projection and consider whether the 
projected values make sense. Excel provides at least two good functions to help you accomplish 
this task – PEARSON and RSQUARE.  For example, in the screen shot below, I have calculated the 
suitability of 5 different sets of data for regression, using both the PEARSON and R SQUARE 
functions.  The first data set on row three has a perfect trend and scores a 100% in both the 
PEARSON and R SQUARE calculations. However, the data sets that follow are comprised of an 
increasingly less perfect trend, and the declining PEARSON and R SQUARE scores reflect this 
decline. 
 

 
 
For example, I might conclude that the first four sets of data were found to have a sufficient trend 
as to provide a suitable basis for regression calculations but that the data set in row 15 does not. 
You should establish your threshold and consistently stick to that threshold. In this case, I might 
require a minimum 60% PEARSON score and 50% R Square score in order to justify reliance on 
that data as a basis for regression forecasting.  
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Back to the Budget - Testing Data for Regression Suitability 
 
Next we will test each line item’s data for regression suitability. This step will help us determine 
which rows, if any, need to be forecast using a method other than regression. We start this 
process by labeling a couple of blank columns Pearson and R Square, then enter the respective 
formulas to test the 36 columns of data row–by–row, as shown below, on the left. 
 

 
 
Notice that both the PEARSON and R SQUARE 
formulas return percentage values that are both 
negative and positive, which means the data is 
trending upward or downward. Since we don’t care 
which direction the data is trending, (we only care 
that it scores high), we can edit the formulas to 
include the ABSOLUTE function (ABS) which 
changes all amounts to positive numbers, as 
picture above on the right. 
 
Now we can set our thresholds to minimum scores, 
let’s say 50% (Pearson) and 40% (R Square) for 
example, then apply conditional formatting to flush 
out those line items that meet our stated criteria. 
As pictured to the right, those line items in columns 
BB and BC containing formatting are not suitable 
for regression based on our stated criterion level, 
and another forecasting method will need to be 
used to forecast those amounts. For example, we 
may simply use last year’s number inflated by the 
consumer price index. 
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Budgeting Balance Sheets and Cash Flow 
 
In many cases, budgets consist of a profit and loss statement only, but I believe this falls short.  
 
By creating a budgeted balance sheet and cash flow statement, (which requires the creation of a 
budgeted balance sheet), a company can truly monitor expected results for every account, 
including the all-important cash flow balance. The process starts by forecasting the balance sheet 
and once created, forecasting cash flow is a simple matter of crunching the numbers.  
 
To produce a budgeted balance sheet, assumptions are needed related to the days in accounts 
receivable, accounts payable and inventory. These day calculations are best derived by examining 
the historical days in accounts receivable, accounts payable and inventory for recent years, and 
using those amounts as a guide. For example: 
 

1. AR - The budgeted accounts receivable balance may be calculated as 46 days of the prior month’s 
sales. 
  

2. AP - The budgeted accounts payable balance may be calculated as 28 days of the prior month’s 
variable expenses. 
 

3. Inventory - The budgeted inventory balance may be calculated as 62 days of the prior month’s 
COGS amount. 
 

4. Loan Payments – Loan repayments should be budgeted based on the actual amortization 
schedules, based on the principle payment amounts.  
 

5. And so on. 
 
Once the balance sheet items have been budgeted, the resulting cash flow budget is computed 
as follows: 
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The area in yellow (rows 5 through 19) shows the profit and loss budget as projected using the 
methods described earlier above. The blue area (rows 21 through 25) depicts the assumptions 
and the changes in balance sheet balances. The green areas (rows 26 through 32) represent the 
forecast balance sheets and cash flow forecast. Because the income statement is seasonalized, 
the balance sheet balances and cash flow forecast will also be seasonalized.  
 

This Income Statement Budget Is Not Yet Completed 
 
At this point, we have prepared a complete monthly budget using regression supplemented with 
other forecasting methods, and this effort may be sufficient for your needs. However, please be 
aware that this budget example was simplified in order to more easily convey Excel’s regression 
tools and concepts. There is more to the process for those truly dedicated to creating the most 
accurate budget possible – keep reading.  
 

Forecasting Revenue 
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In the example above, for the purpose of explaining regression as simply as possible, I treated 
the budgeting process for revenue exactly the same as the budgeting process for expenses, but 
in reality budgeting revenue is usually a different process from budgeting expenses.  
 
For established companies, many projected expenses can be reasonably determined using 
regression, inflation, percentage of sales or best guess forecasting methods. However, revenue 
is subject to far greater external factors such as competition, marketing, the state of the 
economy, inflationary pressures, changing attitudes, etc. For example, the appearance of a new 
competitor in the marketplace could steal away market share and thus negatively impact 
revenue. For example, in late 2012 Apple shares fell from $700 a share to almost $400 a share 
for no other reason than the prospects that Microsoft’s, Google’s and Samsung’s new tablet PC 
offerings were expected to eat into Apple’s market share.  
 
Negative press related to the quality of your product (such as the gas pedal sticking for Toyotas) 
could adversely affect sales. By contrast, your product may become wildly popular if a well know 
celebrity starts wearing or using your product. A good marketing campaign can help significantly, 
or hurt if it happens to make the wrong impression.  
 
The point is that regression is unable to incorporate factors like this, therefore a more detailed 
forecasting approach is usually needed. A good budget will consider all of the relevant factors 
and in the end, you may produce multiple budgets given differing anticipated scenarios. 
 

Simple Example of Revenue Projection Based on Units 
 
In the following example, Crazy Fred’s has listed the number of training courses scheduled for 
each month of the budget year, and has projected attendance for each month based on the 
average attendance achieved in previous years for those same months. Crazy Fred charges a 
course fee of $100 per attendee, which is input in cell A8. Crazy Fred also knows that the fixed 
cost of printing the training manual and having the food catered will be $22 and $27, respectively 
– as input into cells A11 and A12. 
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Notice that this projection method does is not based on historical revenue amounts, only 
historical attendance figures have been used. In this example, the company knows how many 
classroom venues have been booked and has a fairly decent idea as to what attendance might 
be; therefore, regression based on historical revenue amounts would not be as accurate as using 
these known quantities to forecast revenues.  
 
A more sophisticated example of forecasting revenues based on units of production is shown 
below. In this example, a CPA firm has listed each employee along with each employee’s 
budgeted billable hours and billing rates by month.  

 
 
In this example, projected revenue is again based upon units rather than historical revenue 
amounts, as regression methods applied to historical revenue amounts would likely yield less 
accurate projections. 
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Keep in mind that revenue is often more volatile than expenses. An effective marketing program 
might increase the number of units sold, a bad economy might adversely affect the number of 
units sold. Any foreseen or expected events like these should be incorporated into the budget 
and explained in detail.   
 
In conclusion, while the regression example above was used to forecast both revenue and 
expenses, in many cases regression should probably only be used as a means of forecasting 
expenses only.  
 

Calculating Your Desired Profit Margin  
 
It is also useful for companies to budget and monitor their profit margins; a profit margin that 
misses its target speaks volumes. Once established, budget to actual profit margin comparisons 
can also be used as benchmarks to help detect fraud, errors or irregularities.  
 
To calculate your desired profit margin, I suggest that you work backwards by asking yourself (or 
your client) two simple questions, as follows: 
 

1. How much do you think revenue will be next year? 
2. How much profit do you want to make? 

For example:  
 
Let’s assume that Burt has owned and operated a construction company store for the past 17 
years. As his CPA, I ask him two questions as follows: How much profit do you want to make next 
year and how much sales do you anticipate next year?  
 

Burt responds – “that’s easy, we’ve been growing at 8% a year for the past five 
years and last year (2013) we nearly reached $12 million sales, so we will probably 
hit $13 million in revenue next year (2014). Also, I’d like to make a million dollars 
profit – I think that’s a reasonable goal.”  

 
With just this little bit of data, we can work backwards based on Burt’s prior year financial 
statements and advise him as follows:  
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Burt’s fixed costs are a little more than $6 million in 2012, but let’s say that we can adjust 
this amount down to $5,200,000 because the company was able to renegotiate and sign 
a new lease agreement. The point is that we are using 2012’s fixed cost amount along 
with any known adjustments. This allows us to work backwards to calculate the projected 
Gross Margin of $6,200,000. 
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From here we can compute Cost of Goods Sold, and then divide Cost of Goods Sold and 
Gross Margin by Sales to derive the desired Profit Margin that will cover Fixed Costs, 
Variable Costs and still have the desired Net Income of $1,000,000 left over.  In 
conclusion, a Profit Margin of 47.7%will yield the desired results.  
 

 
 

Now that the optimum profit margin is known, let’s say that further analysis reveals that 
the inventory and labor items on average are priced at just 44.5% above cost, as the 
following calculations show, net income for 2014 would only be expected to reach 
$585,000 – well below Burt’s desired profit. 
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At this point, you need to convince Burt of the importance of pricing his products and 
services at the desired profit margin in an effort to target the desired results. To convey 
this point, you will tell Burt the following laughable story about the Florida boys who 
started a business in Gainesville, Florida selling onions. It goes like this:  

 
These two Florida boys were running up to Georgia and buying Vidalia onions at 4 for 
$1.00 which they then took back to Gainesville and sold for a quarter a piece on the 
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streets. The business was an instant success and soon those boys found themselves selling 
from a road side stand, to a small store, to a much bigger store. The customers kept 
coming and the business kept getting bigger. Soon they had customers lined up around 
the block to buy those onions, which they kept buying 4 for a dollar and selling for 25 
cents apiece.  
 
After six months, one Florida boy turned to the other and said – “you know, business is 
great! But I don’t think we’re making any money – what do you think we should do?” The 
other Florida boy thought real hard and then blurted – “I think we need a bigger truck.” 
  

OK, it’s an old exaggerated story, but there is a lesson to be learned here. If you don’t price your 
products to make a profit, you will never make a profit. And, if you don’t price your products to 
make your desired profit, you will never make your desired profits. In our example above, Burt 
should consider setting his margin pricing to target a profit margin of 47.7%, instead of the 
current profit margin of 44.5% to ensure a chance of achieving his desired goals. Without this 
measure, Burt has absolutely no chance of reaching his goals, unless his revenue estimate is 
wildly under-stated.  
 
To be sure, if Burt’s costs go up or down, his prices will need to be adjusted accordingly to provide 
the desired profit margin. But when you think about it, this approach is one in which Burt sells 
his goods and services to his customers at the lowest price point possible that covers his fixed 
costs, variable costs, and desired profit – and not a penny more. It seems reasonable that every 
company in the world strive for this goal - right? 
 
Here’s a simplified way to look at this - suppose your business was to purchase candy bars for 
resell. Your only options are to sell the candy bars for: 
 

A. Below cost. 
B. At cost. 
C. At cost plus your desired profit. 
D. At cost plus an egregiously high profit. 
E. At cost plus some random profit that may or may not be sufficient. 

 
I can’t see how any reasonable person could select any option other then C – yet I see many 
companies sell their products based on all of these scenarios because they don’t take time to 
calculate their desired profit margin, and then monitor that amount throughout the year.  
 
You can download this Profit margin template at www.CarltonCollins.com/profitmargin.xlxs. 
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